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EXECUTI VE SUMVARY

On July 3, 1995, Legislative Resolve 1995, ch. 48 "Resol ve
to Require a Study of Retail Conpetition in the Eectric
| ndustry" became Maine |aw. The underpi nning of the Resolve is
t hat broader narket conpetition and custoner choice in the
electric market will be nore beneficial to the public than wll
continued regulation. A central question of the Resolve is how
to facilitate devel opnment of a conpetitive market in the retai
purchase and sale of electric energy consistent with the public
i nterest.

The Resol ve directed the Comm ssion to construct a plan for
the Legislature's consideration to achieve retail narket
conpetition for the purchase and sale of electric energy in
Maine. The draft represents the Comm ssion's prelimnary view on
how to restructure the electric utility industry to allow Mine
consuners choice in purchasing electric capacity and energy.

Today, we advance a general description of a nmarket
structure which fundanentally chal |l enges the historical nethod of
del i vering, purchasing and regul ating the provision of electric
services. W enbrace conpetition and consuner choi ce and
advocat e cautious inpl ementati on.

VW encourage coment and criticismto assist our devel opnent
of a nore matured plan that we will submt to the Legislature in
Decenber. That report will include an analysis of the Paradi gm

submtted to the Legislative Work G oup, of why we prefer the



recommended course over other proposals in this proceedi ng, and
proposed | egi slation which would, if enacted, authorize the
Comm ssion to inplenment the final recomrendation.

During the next five nonths, we will actively solicit
comrent on the draft fromresidential consuners, businesses,
utilities, legislators, governnent agencies, nunicipalities and
others. W explicitly request all interested persons to express
their views on our goals, our proposed neans to reach those goal s
and to suggest alternatives. In addition, we have highlighted

di screte issues which, in our view, require further infornation.

In broad outline, we recomrend that:

° As of January 2000, all Maine consumers woul d have the
option to choose an electric power supplier.

° As of January 2000, Maine would not regulate as public
utilities conpanies producing or selling electric
power .

° Regul ated public utilities would continue to provide

electric transm ssion and distribution services.

° As of January 2000, Maine's largest electric utilities
woul d be required to structurally separate their
generation assets and functions fromtransm ssion and
distribution functions (T&). The Comm ssi on woul d
require the large utilities to divest thensel ves of
generation assets by 2006. The Comm ssi on woul d not
require municipal utilities and electric cooperatives
to separate, nor to divest, generation.

° Exi sting contractual obligations with qualifying
facilities (Qs) would remain with the T& conpani es.
T&D conpani es woul d periodically sell to the highest
bi dders the rights to narket the power associated with
& contracts. The |lawful obligations of the G
contracts woul d not be nodified.



Standard offer service, at a price no higher on average
than available in 1999, would be avail able to custoners
who el ect not to choose an alternative generation
provider, and for custoners who cannot obtain service
on reasonable terns fromthe market.

The Comm ssion recommends the Legislature fund

| ow i ncone assi stance prograns through the general fund
or by an equitable tax or surcharge on all energy
sources. In the alternative, |owincome prograns woul d
continue to be funded through the rates of the T&D
conpani es.

Al retail providers of generation would be required to
supply sonme of their product fromrenewabl e sources;
retail providers could satisfy this obligation with
tradabl e credits.

Conservation and | oad managenent prograns woul d be
funded through the rates of the T&D conpani es.

Wilities woul d have a reasonabl e opportunity to
recover generation-related costs stranded as a result
of retail access.

The Comm ssion would work to ensure that the regi onal
bul k power market is structured to naintain reliability
and to advance fair and efficient conpetition.
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| NTRODUCTI ON

Thi s docunent advances the Commssion's draft plan for
electric utility industry restructuring in Maine. An outline of
the plan is attached.

Legi sl ati ve Resol ve 1995, ch. 48 "Resolve, to Require a
Study of Retail Conpetition in the Hectric Industry" becane | aw
on July 3, 1995. Through the Resol ve, the Legislature directed
the Comm ssion to begin to study restructuring Maine's electric
utility industry no later than January 1, 1996, and to submt a
report to the Legislature by January 1, 1997. The Conm ssion
initiated the study through a Notice of Inquiry dated
Decenber 12, 1995. To obtain the proposals and views of various
st akehol ders, the Comm ssion solicited and received witten
comrents. Twenty-two parties filed initial comrents and 11 filed
responsi ve comments. ! The Conm ssion held roundtabl e di scussi ons
with various interest groups. To engage the public, the
Comm ssi on conducted four public hearings throughout the State,

i ssued periodic restructuring bulletins and conducted an
informal, admttedly unscientific, survey to help evaluate

consuner preferences.

The commenters are as follows: Alliance to Benefit
Consuners; Anmerican Association of Retired Persons; Bangor Hydro-
Bl ectric Conpany; Beaver Wod Power Project; Brassau Hydro
Bl ectric Limted Partnership, Geenville Steam Conpany and
Wheel abrat or Shernman Energy Co.; Central Maine Power Conpany;
Coalition for Sensible Energy, Conservation Law Foundati on;
Eastern Maine E ectric Cooperative;, Enron Capital & Trade
Resour ces; | ndependent Energy Producers of Mine; Industrial
Energy Consuner QG oup; Madi son Paper Industries; Mine
Associ ation of |nterdependent Nei ghborhoods; Mine Mini ci pal
Wility Goup; Mine Public Service Conpany; Minicipal Review
Commttee; National |ndependent Energy Producers; Ofice of
Policy and Legal Analysis; Ofice of the Public Advocate;
Regi onal Waste Systens; and R ppling Water Enterpri ses.



This draft plan follows careful consideration of the
positions and argunents articul ated by various parties throughout
this process, and study of activities in other states and the
vast literature on industry restructuring.

The Comm ssion's draft is prelimnary .2 |t represents the

Comm ssion's tentative views on howto restructure the electric
utility industry in Miine consistent with the public interest.
W explicitly request conmment on the goals, the proposed neans to
achi eve the goals, and constructive suggestions to achieve the
goal s by other neans. Witten comments are due August 30, 1996.
Responsi ve comments are due Septenber 13, 1996.
The follow ng fundanental principals guided the Comm ssion's
recommended path to achieve retail access by the year 2000:
° Wiere vi abl e markets exi st, market mechani sns shoul d be
preferred over regulation and the risk of business
deci sions should fall on investors rather than

consuners.

° Consuners' needs and preferences should be net with the
| owest societal costs.

° Al'l consuners shoul d have a reasonabl e opportunity to
benefit froma restructured industry.

° | ndustry restructuring should not dimnish
environmental quality, conprom se energy efficiency, or
j eopardi ze energy security.

° Al consuners should have access to reliable, safe, and
reasonably priced el ectric service.

2Because of the prelimnary nature of the plan, the
di scussion in this docunent is not intended to be conprehensive.
The purpose of this docunent is to explain the rationale for the
provisions so that interested persons can conmment constructively.



° | ndustry restructuring shoul d not di mnish | owincome
assi stance or other protection to |l ess well situated
cust omer s.

° The industry structure shoul d be understandable to the

public, fair and perceived to be fair, and | awful .

° I ndustry restructuring should i nprove or maintain
Mai ne' s busi ness clinate.

The Comm ssion believes the draft conports wth these
fundanental principals and approaches industry restructuring in a
manner that is viable, efficient and in the public interest.

However, at this time, the question of whether any
restructuring plan will ultinmately benefit the public cannot be
answered definitively. Wile, over time, industry restructuring
and i ncreased custoner choice nay |ower electric rates and
encour age technol ogi cal innovation, neither qualitative nor
quantitative analysis will prove with certainty that retai
access will in fact reduce the total costs of producing and
providing electricity or whether all customer groups wll benefit
fromthose cost reductions. Simlarly, no tool exists to
determne with certainty whether conpetition anong generation
providers will tend to decrease the reliability of the electric
grid. Nor can it be predicted with certainty whether sufficient
markets will develop to avoid anti-conpetitive behavior or
undesirabl e variations in prices. Mreover, it is not yet clear
whet her the public wants the responsibilities and risks a
restructured industry will introduce. Finally, the nove to
conpetition will alnost certainly require different governnent

structures to execute current policies or protections the



Legislature nay elect to preserve, such as siting control.

In ['ight of these uncertainties, the Comm ssion advocates a
cautious, deliberate and orderly approach to restructuring. The
Comm ssi on bel i eves this proposal enbodi es such an approach and
nmeets the Resolve's call for consuner choice by the year 2000.

In the Decenber report, the Conmssion will submt a
t hor ough di scussi on of all conponents of the final
recomendati on, an analysis of the Paradi gm discussion of why
the Comm ssion prefers the final recommendation over other
proposal s submtted in this proceedi ng, a conprehensive
di scussion of the issues articulated in Section 2 of the Resol ve,
and proposed legislation that would, if enacted, provide the
authority and direction for the Coomssion to inplenent the final
recomendat i on.

1. RETAI L ACCESS

The Comm ssion proposes all custoners have the opportunity
to choose a conpetitive provider of generation services 3 as of
January 2000. There should be no restrictions on custoner
aggregation for purposes of purchasing generation services:
custoners should be allowed to voluntarily aggregate in any

manner they elect. Reciprocity based on retail access in other

]In this docunment, the terns "conpetitive providers"
and "generation providers" refer to generators, marketers,
brokers, aggregators, or any other entity producing or selling
electric power. Ceneration services refer to the provision of
el ectric capacity or energy as distinct fromtransmssion and
distribution services (i.e., systemaccess); the latter wll
continue to be provided by a regulated entity.



states or Canadi an provinces should not be a prerequisite for
conpetitive providers serving Maine's retail mnarket.

A Tinefrane for Retail Access

Beginning retail access in the year 2000 offers severa
advantages. First, it would afford Maine an opportunity to
observe successes and failures in other states, facilitating a
nore accurate assessnent of whether retail access generally
benefits all consunmers. Specifically, sonme New Engl and states
intend to inplenent retail access, for sonme or all custoners, in
1998. Consequently, a later tinmefrane shoul d provide the
opportunity to assess whet her viable nmarkets develop to serve
diverse retail customers and whet her the mechani cs necessary for
retail access may be reasonably designed and i npl enent ed.

A 2000 start date would also allowcritical regional
initiatives to be conpleted and tested. Such initiatives include
the creation of an independent systemoperator (I1SO of the
transmssion grid, an agreenent on rules regardi ng transm ssion
access and pricing, and the reformof NEPOOL to include new
mar ket participants. Successful execution of regional changes is
a necessary precondition to fair and effective conpetition in
Mai ne.

Begi nning retail access in 2000 al so provides
significant benefits for addressing stranded costs. Even within
a few years, the magnitude of strandable costs in Maine will
di m ni sh, perhaps significantly. This should | essen the

controversy over stranded cost recovery to sonme degree, and, nore



importantly, mnimze the risk of projecting and cal cul ati ng
such costs erroneously. The greatest calculational risk in
determning stranded costs is estinmating the nmarket val ue of
utility generation assets and power contracts. A later tineframe
shoul d provide an opportunity to observe actual transactions in
the energing narkets (i.e., sale of energy and capacity, and
physi cal generation assets) that nmay better informstranded cost
determnations. A so, because litigation over stranded cost
recovery is a possibility, alater start date may all ow Maine to
wat ch costly litigation in other jurisdictions before coonmtting
to a specific stranded costs treatnent. That experience coul d
reduce the potential for delay and uncertainty inherent in
[itigation in Mine.

Anot her advantage to beginning retail access in 2000 is
to allow consuners tine to becone educated about their role in a
restructured industry. The success or failure of a new nodel
will not turn on whether a feww ||l navigate well through a
proliferation of choices, options and services, but rather on
whet her the public is able to do the same. |n short, ratepayers
nmust becone effective consunmers for choice to be meani ngful
That will take tine and considerable effort.

Significantly, the Comm ssion shoul d periodically
review the provisions of the proposal before initiating retai
access so that it may nodify inplenentation, if necessary.
Periodic reviews and continued consideration of inplenentation

details are inportant because restructuring efforts in other



jurisdictions and in the region nay reveal nyriad unforeseen
i ssues that require specific action to protect the public
i nterest.

Begi nning retail access in 2000 is not wthout risk.
The principle risk is that consuners will receive the potenti al
benefits of retail choice, either real or perceived, later than
in other jurisdictions. It is unlikely that any jurisdiction
w |l see substantial and i mredi ate rate reducti ons because of
retail access absent sonme formof cost-shifting. 4 However, if
there are significant i medi ate benefits fromretail access
achi eved by anot her neans el sewhere, Mine should, and coul d,
accel erate retail choice.

Finally, restructuring in 2000 corresponds with the
concl usion of Central ©Maine Power Conpany's (COW) Aternative
Rate Plan (ARP) and its 5-year contracts with its |large
industrial custoners. Thus, coordinating the end of the ARP and
the contracts with the beginning of retail choice would obviate
the need for conplex regul atory proceedings that would arise in
the event retail choice began later. Simlarly, the year 2000

general Iy coi nci des

“The public benefits from enhanced conpetition in
retail markets are likely to come frominnovation and
efficiencies over tine as new plants are constructed and narkets
and services are devel oped to neet individual custoner needs.
The shifting of costs fromratepayers to sharehol ders or anong
ratepayer groups is in no sense an "efficiency gain" from
conpetition, but rather sinply a transfer of dollars fromthe
pockets of sone individuals to the pockets of others.



with Maine Public Service's (MPS) current rate plan and Bangor
Hydro-E ectric's (BHE) pricing flexibility plan.

B. Cust oner _ pti ons

Al custoners should be able to choose alternative
generation providers begi nning January 2000. Al ow ng al
custoners, regardl ess of size, type or |ocation, choice at the
sane tine is equitable and would bring the full benefits of
restructuring to Maine sooner than a stepped approach. To the
extent that allow ng choice on a nondiscrimnatory basis to al
custoners at once presents |logistical problens for the utilities,
that chall enge nmay be offset by additional years to prepare.

The Comm ssion invites comment on whether providing retail choice
for all custoners is workable, and on any equitable alternatives.
The Comm ssion reconmmends no restrictions on the type of
retail access. Qustoners should be able to enter bilateral
contracts with conpetitive providers for any duration and shoul d
be able to purchase on a shorter term"spot narket." The
Comm ssi on requests comment on whether this approach calls for
special meters or other provisions to neasure or estimate | oad.

Further, custoners should be allowed to aggregate at
will. Prior toretail access, the state shoul d educate
consuners, custonmer groups and nunicipalities about the potenti al
for aggregation to maxi mze the benefits of new opportunities.
The absence of wel | -under st ood consuner options woul d obstruct

effective conpetition.



C Reci procity

The Comm ssion does not recomrend that the all owance by
other states or Canadi an provinces of retail access in their
jurisdictions be a condition for permtting providers fromthose
states or provinces to enter Maine's retail market. The public
interest would not be well served by depriving M ne consuners of
di verse products and services of all conpetitive suppliers, from
what ever | ocati on.

Wilities have asked for reciprocity as a neans to
mtigate stranded costs by narketing their generation in other
| ocations. While the Comm ssion supports this objective, it is
uncl ear whether the ability to sell into a retail market, in
addition to the present ability to sell into a whol esal e narket,
will result in significant additional mtigati on opportunities.
Moreover, if Mine comrences retail access after there is
evi dence of a viable, functioning narket el sewhere, as the
Comm ssi on advi ses, the issue of reciprocity is largely
dimnished. Last, areciprocity requirenent is at |east arguably
unl awful under the Interstate Comrerce d ause of the

Consti tution.

[11. I NDUSTRY STRUCTURE
A Overvi ew
As of January 2000, the production and sale of electric
capacity and energy should no | onger be regulated as public

utility services but instead be provided in an open nmarket. To



ensure the narket works effectively and efficiently, electric
generation assets and related functions shoul d be separated to
the greatest extent possible fromelectric transm ssion and
distribution (T&). The large 1Ok shoul d separate the
generation function fromT&D servi ces as described bel ow. 5

Utimately, the large QU should fully divest
unregul ated generation assets and functions. Full divestiture
would elimnate the 1 Q' opportunities to exercise vertical
mar ket power and mnimze incentives for self-dealing and
Cross-subsi di zati on between regul ated and unregul ated affili ates.
Ful | divestiture of generation is nost conducive to fair
conpetition anong generation providers because it elimnates
conpetitive advantages that mght accrue to a generation provider
by virtue of a T& conpany affiliation. D vestiture is the nost
effective way to protect T& ratepayers fromthe costs and ri sks
that would likely exist if unregul ated generation busi nesses were
affiliated with the T& conpany from whi ch they took service

The alternative to full divestiture is the creation of
a structure in which unregul ated generation conpanies are
affiliated with regul ated T& conpanies. There are several
problens with this approach which, on bal ance, render it inferior
to divestiture. First, the incentives and opportunities for
sel f-deal ing and cross-subsidization to the affiliated generation

conpany's benefit and the T&D ratepayers detrinment woul d be

The 1Ok in Maine are QW, BHE and MPS. The term
large 1QJs as used in this docunent refers to OW and BHE.



significant, requiring strict rules and cl ose regul atory
oversight of the conbined entity. Even with increased scrutiny,
it may be inpossible to fully protect T& ratepayers fromthe
risks. Second, T&D ratepayers could not be conpletely isolated
fromthe risk of poor financial performance of unregul ated
affiliates. Third, conpetitive generating conpani es could
pursue extensive litigation, at the Commssion and in the courts,
based on all eged anti-conpetitive activities associated with the
affiliation. Finally, an affiliation could provide advantages to
a generation conpany that mght not be avail able to other
generators. For exanple, an affiliated generation provider coul d
have better access to data about customer | oads and preferences
than its conpetitors. Full divestiture would avoid such risks
and the costs to reduce the attendant harmto consuners.

Because full divestiture is a significant task
utilities should have the opportunity to inplenent it over
several years. A gradual approach mtigates the risk that
divestiture would lead to a fire-sal e at nosphere, that conpanies
woul d have to sell assets into the current excess nmarket, and
that the narket for generation assets woul d be fl ooded. Al so,
the 1QUs shoul d have flexibility as to the manner and specifics
of divestiture so that they may acconplish the transactions to
maxi m ze the value of the assets and mnimze transaction costs.

Al though all service territories should be open to



retail conpetition, consumner-owned and nunicipal utilities shoul d
not have to separate generation assets fromT&D. As those
entities are small and own relatively insignificant amounts of
generation, the benefits of separation are |argely reduced or
elimnated. The Conm ssion requests conmment on whet her MPS
shoul d be required to divest its generation assets as descri bed
herein, by another nethod, or not at all.

Transm ssion and distribution assets need not be
separated. Since transmssion and distribution should remain
regul ated services, the benefits of separation may not justify
the transaction costs. Mreover, there may be econom es derived
fromthe common ownership of both assets.

The | awful obligations associated with existing G
contracts should not be changed. Nothing inherent to
restructuring requires such a change, or justifies the abrogation
or involuntary nodification of |egally enforceable contracts.
Therefore, existing contractual obligations between Qs and
electric utilities should remain with the regulated T&
conpani es, preserving the contractual rel ationships between Qs
and regulated utilities. As described bel ow, the T& conpani es
should transfer the rights to nmarket the capacity and energy
produced by the @Fs.

B. Separation and Dereqgul ati on of Ceneration

1. Separ ati on Process

UWility owed generation and non- QF

generation-rel ated contracts (e.g., fuel and non-QF purchased



power contracts) should be separated fromT& in two steps.

First, as of January 2000, all generation assets and rel ated
functions and all non-QF generation-related contracts shoul d be
transferred to entities structurally separated fromthe
utilities' transmssion and distribution businesses. Second, by
January 2006, the large 1 QUs shoul d divest all generating assets
and non-(F generation-related contracts. The large 1Ok shoul d
file plans with the Comnm ssion for review and approval, by a date
certain, to achieve divestiture. °® Regulatory assets related to
generation with no narket value, such as Seabrook cancelled
plant, should remain with the T& conpany, as shoul d nucl ear

pl ant decomm ssioning cost liability.

Al rights and obligations associated with
existing QF contracts should remain with the T& conpany, except
the rights to market the power output. Before January 2000, T&D
conpani es should be allowed to continue to enter agreenents to
nodi fy existing QF contracts. After this date, T& conpani es
could nodify existing contracts, but should not extend the term
of any contract or substantially increase purchases pursuant to
any contract. This should provide QFs with an incentive to
renegoti ate contracts in the near term QConsistent with the

ot her prohibitions on T& conpani es proposed here, T&D conpani es

°Oi vestiture in this context refers to the | ega
separation or sale of generation assets so that the assets will
be owned by an unaffiliated entity. This can occur through the
sale of the assets or through a stock spin-off. The Comm ssion
takes no position at this time as to a preferred nethod to
acconpl i sh divestiture.



shoul d not enter new contracts to purchase additional power from
@Fs after January 2000. The T&D conpani es shoul d transfer the
right to market the power associated with existing QF contracts
in a series of conpetitive bidding processes. The first such

bi ddi ng process shoul d be conpleted to allow the transfer to be
effective as of January 2000. To hedge agai nst nmarket risk, the
T&D conpani es should resell these rights periodically in
subsequent conpetitive bidding processes. The T&D conpani es
shoul d conduct, w th Comm ssion oversight, the RFP, bidding and
sel ection process. The Comm ssion invites comrent on the period
of time for which the rights to market the power shoul d be
transferred and on whether particular contracts or types of
contracts, such as simltaneous buy-sell arrangenents, present
uni que i ssues.

2. Der equl ati on and Remai ni ng Oversi ght

As of January 2000, producers and narketers of
el ectric power in Miine should not be regul ated as public
utilities. The Comm ssion should have continuing but limted
oversi ght of generation providers, centering on consumner
protection and disclosure requirenents. See Sections V and V|
bel ow.  The Comm ssion should neither set nor regulate prices for
electric generation. Rather, the narket shoul d determne prices
except for the standard offer, discussed below S mlarly, the

mar ket should largely determne the types of energy resources



used to neet dermand for electricity. 7 Finally, the Conm ssion
woul d not approve or reject proposed new generating facilities
wi thin Miine. Accordingly, the Comm ssion reconmends that the
Legi sl ature consi der whether state oversight of the siting of
generation facilities, in some forum may be necessary or
appropri ate.

C Transm ssion and D stribution

Even in a restructured nodel with full retail access,
transm ssion and distribution functions continue to have
characteristics of natural nonopolies. Thus, T&D service is best
provided by a regulated utility. FERCw Il continue to regul ate
the terns and conditions for transmssion service at the
whol esal e | evel, and sone conbination of federal and state
regul ati on appears likely for transmssion at the retail |evel.

The GComm ssion shoul d continue to regulate distribution
service in a manner conparable to the current regul ation of
vertically integrated electric utilities. 8 Distribution
utilities ought to have exclusive franchi ses, and an obligation
to provide systemaccess and | ocal power delivery services. The

Comm ssi on shoul d continue to set and regul ate rates for

"The draft includes provisions to encourage the
conti nued use of conservation and | oad nmanagenent and renewabl e
resour ces. See Section V11 bel ow

8There may be conponents of distribution service (e.g.,
metering) that coul d be unbundl ed and provi ded by conpetitive
markets. Qur plan neither proposes nor precludes any such
unbundl ing of distribution services fromoccurring at some point
in the future.



distribution service, nost |ikely through perfornmance-based
regul ation. ® The Comm ssion should conduct a proceeding to
establish the T& conpani es' rates, for those services over which
it wll retain jurisdiction, before January 2000. The
distribution 1QUs (i.e., those required to divest generation)
shoul d not be permtted to own generation assets, enter power
contracts except to nodify existing QF contracts, or produce,
market or sell electric capacity or energy after the year 2005.
Consurmer -owned and nuni cipal utilities should be able
to buy and sell generation. To the extent those entities
construct, own, purchase, or sell power, the Comm ssion should
regul ate the investnents and activities.
V. STANDARD OFFER

A Need for Standard Ofer Service

As experience in the evol ving tel ecommuni cati ons
industry reveals, many consuners nmay not have the i nmedi ate
ability or interest to elect alternative providers of services
historically provided by a nonopoly. Qustoners opting not to
choose may predomnate, at least initially, in the electricity
market as well. GCher custoners, for financial or other reasons,
may not be able to obtain service froma conpetitive provider on
reasonabl e terns. Accordingly, there should be a standard offer

service available on terns conparable to terns available prior to

°Per f or mance- based regul ation refers generally to
mul ti-year price or revenue caps approaches as opposed to nore
traditional cost-of-service regulation.



January 2000 for those who elect not to choose an alternative
supplier and to provide service for those who are unable to
obtain reasonably priced service in a conpetitive market. A
standard offer should be available as a choice during the
transition to a fully conpetitive narket and its need reeval uated
as the market matures.

Standard offer service and the reasonable protection it
offers to those who do not or cannot choose otherw se may be a
necessary conponent for restructuring to be accepted by the
publ i c. A standard offer service would allow tinme for custoners
to adapt to changes and opportunities in electricity service and
of fer some assurance that restructuring will not put custoners at
great risk. To achieve that end, the terns of the standard offer
shoul d be rel atively sinple, understandable and bear a cl ose
relationship to current regul ated rates.

To the extent feasible, the standard offer shoul d
provide the benefits of conpetitive pressure on rates to Maine's
custoners. That objective nay be achi eved through periodic
conpetitive bidding, which should result in a standard offer
provi ded through the market at the | owest possible cost. A bid
nmechani smwoul d al so avoid the creation of an uneven conpetitive
environment that mght occur if generation affiliates of T&D
conpani es were automatically designated to offer the standard

service. 10

As di scussed bel ow, a generation affiliate of a T&D
conpany (that nmay exist until the year 2006) may bid to provide
the standard of fer service.



B. Terns and Conditions of the Standard Ofer

The standard of fer shoul d be capped so that the cost of
the generation service plus the regul ated rates of the T&
service® will not, on average, be higher than the current
bundl ed rates for electricity. A cap on the standard service
woul d test the validity of clains that retail conpetition wll
benefit all customer groups. |If the standard offer bids cannot
satisfy this requirenent, it may be evidence that the prom sed
benefits of industry restructuring are illusory. [If conpetitive
bids for the standard offer service are above the cap, the
Comm ssi on shoul d have the authority to delay the start of retai
access until it is reasonably determned that restructuring wll
not increase the total rates for electricity for what nmay be the
maj ority of Maine' s consumers.

The Comm ssion should determne the standard offer's
particular terns and conditions in a separate proceedi ng. 2 In
general , each T&D conpany shoul d adm ni ster and eval uat e
conpetitive bids according to terns and requirenents established
by the Comm ssion. Thereafter, the Comm ssion should reviewthe

bid process and finally determne the standard of fer providers.

"As discussed in Section VII| bel ow, the regul ated
rates of the T&D conpani es nmay be redesigned as part of the
restructuring process. To this extent, the rates of individual
custoners after restructuring nmay not be conparable or |ower then
the bundl ed rates for electricity prior to restructuring.

2I'n this proceeding, the Comm ssion woul d al so
consi der whether the cap should escal ate at sone infl ati on-based
i ndex or otherw se be adjusted on an annual basis.



The Comm ssion proposes that standard offer
service in each T& service territory nmay be provided by
different entities under terns unique to each. To allow sone
differences in the terns of the standard servi ce encourages
creative proposals, tailored to a territory's specific
characteristics to serve consuners, better than a one size fits
al| package. That approach would al so allow the Conmssion to
eval uate the successes of various standard offers. The
Comm ssi on asks for comment on whether and how a uniform standard
of fer mght be preferable.

Before divestiture in 2006, a T& conpany shoul d be
allowed to be affiliated with generation providers. Affiliated
generation conpani es should be permtted to bid to provide the
standard offer service through the year 2005. However, where a
conpany participates in the bid process of its T& affiliate, the
Comm ssion woul d i ncrease scrutiny of the bidding and sel ection
process to ensure that no entity bidding has an undue advant age.

As anot her nmeans of providing a fair process, T&D
conpani es shoul d make public all relevant informati on on custoner
| oads and usage characteristics. The Conm ssion seeks comrent on
the type, extent and formof infornation appropriate and
necessary for public disclosure and on custoner expectations of
confidentiality of such information.

For the standard offer to be effective serving those

who cannot obtain service on reasonable terns fromconpetitive



providers and to allow custoners tine to adjust to conpetitive
options, it may be appropriate to allow custonmers the ability to
enter and exit the standard offer uni npeded by restrictive
policies, at least during a transition period. However, allow ng
every user of electricity unfettered freedomto enter and exit
the standard offer may increase its cost. The Conm ssion
requests conment on appropriate and reasonabl e restrictions on
the standard of fer to bal ance these conpeting objecti ves.
Specifically, the Comm ssi on seeks comment on the foll ow ng:

* the terns for notice requirenments for entering and
exiting the standard offer and whet her such
requi renents shoul d differ anong custoner classes;

* the exclusion of all or sone |arger custoner classes
fromthe standard offer based on | arger custoners'
rel ati ve sophistication and given that inclusion of
nore custoners nay increase the cost of the service;

* restrictions on the nunber of tines a custoner may
enter and exit the standard offer, whether any such
restrictions should differ anong custoner classes, and
whet her such restrictions would tend to | ower the cost
of the standard offer or encourage retail conpetitive
markets for snaller custoners;

* inposition of a fee to reenter the standard offer once
a custoner has opted out;

* inposition of a fee for a custoner who reenters the
standard offer due to disconnection for nonpaynent to a
conpetitive provider or who seeks to reenter the

standard of fer by deceptive consuner practices; and

* imposition of an escalating fee to reenter the standard
of fer as the nmarket natures.

The Comm ssi on wel cones comment or proposal s on ot her

requirenents or restrictions on the standard offer.



V. CUSTOVER PROTECTI ON

A Transm ssion and Distribution Wility

The Comm ssion should continue to regul ate the
rel ati onshi p between the T& conpani es and their custoners,
including credit, collection, and di sconnection practices. The
Comm ssi on shoul d al so continue to serve as the forumto resol ve
cust oner conpl ai nts about or disputes with the T& conpany.

T&D conpani es shoul d have the authority, subject to
Comm ssi on oversi ght, to disconnect custoners for nonpaynent of
T&D charges or for nonpaynent of standard offer charges. To
al | ow di sconnection in these cases would hel p prevent the
accunul ation of uncollected debt that could ultinmately be passed
on to other ratepayers. T&D conpani es shoul d not, however, have
the authority to di sconnect custoners because of non-paynent of
charges inposed by, or other disputes with, conpetitive
providers. |If generation providers are unregul ated, they shoul d
face the same risks and enpl oy the sane net hods of debt
col l ection as other conpetitive busi nesses.

B. Standard O fer

The Comm ssi on shoul d establish consunmer protection
measures to govern the standard offer. The standard offer is
designed, in part, to ensure that generation service is available
to custoners unable to obtain services on reasonable terns froma

conpetitive provider. To achieve that objective, the Comm ssion



shoul d establish terns and conditions for disconnection, credit,
coll ection and ot her consuner interactions and conpl ai nts.

The standard offer would snooth the transition to, and
pronot e customer acceptance of, a conpetitive market. At | east
initially, customers should not |ose electric service because a
conpetitive provider goes out of business or otherwise fails to
serve its custoners. Accordingly, the standard offer shoul d
serve as the provider of last resort for any customer whose
conpetitive service provider term nates service. However, the
Comm ssi on shoul d protect the standard offer from customer abuse,
such as falsifying identity for credit purposes.

C Conpetitive Providers

Conpetitive generation should not be considered a
public utility service, nor regulated as such. Wile generation
shoul d not be rate regulated, there should be limted regul atory
oversight of conpetitive generators at |east through a
transitional period. Experience with conpetition in
t el ecommuni cati ons suggests that the public wants, and i ndeed
expects, sone Comm ssion oversight of new providers of
conpetitive services. The public will reasonably expect the
Comm ssion to prevent abusive business practices, resolve
di sputes and be a source of information with respect to
gener ati on servi ce.

Al conpetitive providers, including generators,

mar ket ers, brokers, and aggregators should be subject to m ni num



l'i censing requirenents designed to ensure they have the financi al
and technical resources to fulfill their business obligations and
custoner coomtnents. In addition, the Conm ssion mght al so
protect consumers by governing notice provisions for rate
i ncreases, changes in service terns, termnation of service and
unfair business practices. To enable the Coonmssion to perform
t hose functions, conpetitive providers should file with the
Comm ssi on schedul es of rates, terns and conditions for products
and services that are generally available. Bilateral contracts
woul d not need to be filed. The Comm ssion requests conment on
the appropriate | evel of oversight of conpetitive providers and
the creation of a Consuner Bill of Rghts in a conpetitive
mar ket .
VI. LOWI NCOVE ASSI STANCE

The needs of Maine's |lowincone citizens are independent of
the structure of regulation; for that reason, the act of
restructuring the industry should not itself reduce the
avai lability of |owincone assistance. Qurrently, CW, BHE and
MPS adm ni ster | owincone assi stance prograns funded through
utility rates. The percentage of total rates which fund
| owi ncone assistance is relatively snall, anounting to
approxi mately one half of one percent of total rates, or |ess
than $7 mllion per year.

The Comm ssion strongly recomrends that the Legislature fund
| owi ncone assi stance prograns either through general taxes or a
tax or surcharge on all energy services. Under that approach,

benefits woul d be available to support all energy sources.



The Comm ssi on recomrends funding | owi ncone prograns
through the tax systemfor several reasons. First, the tax
systemis a nore equitable neans of collecting funds than
electricity use because general taxes are based on ability to pay
rather than electricity consunption. Second, governnent agencies
created to provide social services may adm ni ster | ow i ncone
assi stance prograns nore effectively than T& conpani es,
resulting in greater benefits fromthe sanme anount of dollars.
Third, funding | owincone assistance through electric rates
raises electric rates relative to other energy alternatives,
causi ng an uneven conpetitive environment anong different energy
sources. A tax or all-energy-source-funded programwoul d correct
t hat i nbal ance.

In the alternative, |owincome assistance funds shoul d be
built into the T& conpani es' rates, conparable in anount to the
assistance in rates in 1999. The Conm ssion would continue to
oversee | owinconme prograns nmuch as it does today.

Even if | ow incone prograns continue to be funded through
electric rates, restructuring presents an opportunity to correct
a current inequity. Today, only GQwW, BHE and MPS of fer prograns.
Qustoners who reside in the service territory of municipal and
consuner-owned utilities have neither the benefit nor the burden
of the prograns. Al  T&D conpani es shoul d provide | owi ncome
assi stance prograns conparable (in terns of percentage of total
revenue) to those offered by investor-owned utilities. Funds

collected fromthe custoners of each T& conpany should flow to



custoners in the sane territory. The Comm ssion solicits comrent
whet her this approach woul d create equity concerns based on
different incone profiles of custoners in different territories
and on whet her nore extensive redesign of | owincone support
shoul d be i npl enent ed.

Final ly, custoners who receive | owincone assistance shoul d
be permtted to take generation services fromconpetitive
providers by applying a bill credit for generation services to
the T&D conpany bill. The Comm ssion requests coment on whet her
to require | owincome programcustoners to be served fromthe

standard offer.

VI 1. ENERGY PCOLI CY AND THE ENVI RONVENT
A Overvi ew

The Maine Energy Policy Act (MEPA), the Small Power
Production Act (SPPA), and the Electric Rate Reform Act
(ERRA) enbody Mai ne's energy policy concerning the production and
sale of electric power. These statutes express Maine's policy to
pronote the use of indigenous and renewabl e resources, encourage
energy efficiency and conservation, and bal ance short- and
long-termcosts and risks. State policies have been inpl ement ed
t hrough oversight and regulation of utilities' activities,
i ncluding the production and sale of electric power.

In a restructured industry, the formand degree of
regul ati on of power production and sale would be significantly

different after January 2000. The extent the Commi ssion directly



over sees energy resource use, pricing, and the construction of
new generating facilities woul d be reduced or elimnated when
conpetitive nmarkets begin to provide generation services. For
exanpl e, the Comm ssion woul d no | onger review | east-cost
pl anni ng and resource acqui sition. However, because deci si ons
about the production and use of electricity can have naj or
long-terminpacts on the State's environnment and on its econony,
t he Comm ssion woul d not abandon these decisions entirely to the
market, at least not initially. Specifically, the Conm ssion
woul d ensure the continued devel opnent and use of renewabl e
resource and denand- si de managenent (DSM technol ogi es. 13 \Were
practicable, the Commssion would rely on narket - based nechani sns
to achi eve the objectives, which should be reviewed as the narket
matures and elimnated when and if no | onger necessary.

| ncreased conpetition and open access in the generation
sector are likely to increase the operation of older, |ess
efficient and nore polluting fossil fuel plants. Unless this
consequence is addressed, the result may be increased air
pol lution and a power narket in which owers of nore polluting

pl ants have unfair econom c conpetitive advant ages.

B3There are al so ongoi ng efforts on behal f of the New
Engl and Governor's Conference to devel op recommendations in this
regard. To the extent possible, we will report on these
recomendati ons in our Decenber report to the Legislature.



B. Renewabl e Ener gy Resources

1. M ni nrum Renewabl e Supply Requi r enent

Al retail providers of generation should be
subject to a mni mumrenewabl e supply, or portfolio, requirenent
to ensure that renewabl e resource generation technol ogi es
continue to be devel oped and avail able in the market pl ace.
Ceneration service providers should be allowed to neet their
renewabl es portfolio requirenent by obtaining credits that may be
traded anong narket participants.

This requirenent limts the risk that the use of
renewabl e resources to generate electricity woul d substantially
dimnish or fail to develop in a conpetitive nmarket. Because
renewabl e resource generation tends to have relatively high
capital costs and (at the noment) higher direct costs generally,
it may be difficult for renewable plants to conpete with fossi
plants in the near term

The portfolio requirenment/tradable credits
approach ensures the conti nued use and devel opnent of renewabl e
resource generation in a manner that reasonably conports with
mar ket principles. Renewable providers woul d conpete anong
t hensel ves to provide credits, and to the extent renewabl e
generation proves to be cost conpetitive with fossil-fuel ed
generation, the value of tradable credits will dimnish, as wll
the cost of fulfilling the portfolio requirenment. Utinately,
the portfolio requirement nay becone unnecessary as the cost of

t hese resources approaches the market val ue.



The Conmm ssion woul d establish the renewabl e
supply requirenents by rule before January 2000. In that
process, the Conm ssion woul d consi der provisions adopted by
other states in the region and potential inpacts on electric
rates and Mai ne's econony. The Comm ssion shoul d periodically
review the renewabl e supply requirenents to ensure that the
| evel s remain appropriate and that the requirement continues to
be necessary and desirabl e.

2. Cust onrer__Choi ce

True retail choice may include a choice of power
supply on the basis of fuel source. For exanple, a customer mnay
want the ability to choose to buy power generated by wi nd or not
to buy power generated by burning coal. The Comm ssion requests
comment on whet her and how conpetitive energy providers should

di scl ose the fuel or proportionate mx of fuels used to produce

power .
C Conservation and Load Managenent
Cost effective conservation and | oad nmanagenent (C&LN)
prograns shoul d be funded through electric rates until it appears
likely that the market will provide themsufficiently. 1In the

near term the conpetitive narket is unlikely to yield an opti nal
| evel of C& M resources due to narket barriers such as i nadequate
information, |ack of access to capital and the short payback
periods custoners typically require.

Thus, C&L.M prograns, which are designed to | ower

electricity costs, should be funded through the rates of the T&



conpani es. The Comm ssion woul d establish initial funding
| evel s, conparable to anmounts in rates in the year 1999, in
proceedi ngs conpl et ed before January 2000.

The T&D conpany, w th Comm ssion oversight, shoul d
sel ect the C&M service providers through a periodic conpetitive
bi d process to ensure C& .M services are provided at the | owest
cost. The Comm ssi on seeks comrent on whet her the T& conpani es
shoul d be allowed to conpete to provide C& .M servi ces.

D. Long-term Resource Planning and Certification of Need

By regul ating the construction of electric generating
facilities, power purchases, and resource planning by electric
utilities, the Comm ssion has been a prinary vehicle to execute
state energy policy. As of January 2000, the Comm ssion woul d no
| onger review the construction of generating facilities in Mine
or the purchase of capacity and energy, or oversee utilities'
| ong-termenergy supply planning. *  Thus, the Conmm ssion
recomrends that the Legi sl ature consi der whether and how to
revi ew new power plant construction in Maine and the long-term
pl anni ng and strategi es used to nmeet M ne's denand for
electricity.

E A r Em ssion Standards

Qder, less efficient, and nore polluting coal and oi
pl ants nmay have a significant conpetitive advantage in the

enmergi ng power nmarket. These plants tend to have | ower total

4The Comm ssion would naintain its existing
certification authority over transm ssion.



costs, but higher heat rates and hi gher em ssion rates than newer
pl ants. Many ol der plants were grandfathered with respect to
stringent New Source Performance Standards of the Aean Air Act
because at the time Congress enacted the Aean Air Act (CAA
these plants were expected to be retired soon. However, in the
devel opi ng conpetitive power market, such plants are not |ikely
to be retired soon, and may actually increase their production.
The market is likely to seek power fromplants whose costs are

| onest in the short-run; these plants appear to be primne

candi dates. Investors may perceive these plants to be | ess risky
t han new construction, further contributing to delays in their
bei ng di spl aced by new pl ant s.

This could create two problens. First, it could
exacerbate air quality problens. Second, market participants who
own these plants woul d have an unfair conpetitive advant age
because of their grandfathered status, and new entrants to the
conpetitive market could be hindered. Thus, benefits to
consuners from conpetition would be del ayed, and air pollution
woul d i ncrease.

The Northeast region is likely to be particularly
di sadvant aged because coal plants in the Mdwest will |ikely face
i ncreased denmand for their power. This increased denmand woul d
cause these plants to expand their production, resulting in
hi gher |levels of emssions of No ,, SO, and CO,. |If these events
occur, it would be difficult for generators in the Northeast to

conpete with these | ow cost plants. Mreover, the increase in



em ssions fromM dwest coal plants nay have significant inpacts
on Maine's air quality and woul d increase the cost of conpliance
with the CAA

The Comm ssion supports the application of em ssions
standards that mnimze differentiation between old and new
source generating plants. Because this probl emextends beyond
Mai ne' s borders, the Coonmssion will continue to work with ot her
states and federal agencies. The Comm ssion seeks comrent on the
standards that should be applied to generating facilities, how
st andards shoul d be inpl enented, and whether to inplenent
standards for Miine generating facilities independent of other
states' or federal action.

Finally, the Comm ssion requests comrent on whether a
state entity should review the environnmental effect of energy
policy during and after the transition to a conpetitive narket.
VI, STRANDED COSTS

A Overvi ew

Certain costs and obligations incurred by utilities to
fulfill their legal obligation to provide electricity service are
potentially unrecoverable, or stranded, when Maine's electric
generation narkets are opened to retail conpetition. These costs
and obligations fall into two general categories: (1) above
mar ket fixed costs associated with utility-owned generation
plants; and (2) above market costs associated with
generation-rel ated contracts, nost notably purchased power

contracts with @QFs. To the extent these costs are not reasonably



mtigatable, the Comm ssion would allow utilities a reasonabl e
opportunity to recover them Specifically, these costs shoul d be
recovered by T& utilities through regul ated rates.

In addition, utilities' cost to provide service may be
stranded by other types of bypass, such as self-generation or
fuel switching. These are bypass options that exist under the
current regulatory franmework and will continue to exist after the
generation narket is open to conpetition at the retail level. To
the extent this bypass is uneconomc or inefficient, it is
relevant in electric restructuring because of possible adverse
i npacts on the conpetitive power nmarket. A primary objective of
restructuring is to establish efficient and fair conpetition in
el ectric generation. The simultaneous presence in the nmarket of
conpetitive options that do not require stranded costs to be paid
with options that do require paynent nmay be inconsistent with
this objective. The Comm ssion should therefore explore the use
of rate designs that recover stranded costs through charges that
are less than fully usage-sensitive. The Comm ssion woul d al so
conduct a nore general proceeding prior to retail access to
determne appropriate rate structures (for rates charged by the
T&D conpanies) within a restructured industry. The rate
structures or recovery mechanisn(s) ultimately adopted may limt

the potential for



uneconom ¢ bypass to occur and the extent to which custoners can
strand costs by exercising options such as self generation. 15

B. Cost Recovery by Uilities

Electric utilities should have a reasonabl e opportunity
to recover legitinmate and verifiable costs incurred or associ ated
with obligations incurred prior to March 1995 which may be
stranded as a result of industry restructuring. 18 To the extent
feasi bl e, the Comm ssion woul d design the recovery mechanismto
provide a recovery opportunity conparable to that which currently
exists. In determning the | evel of stranded costs to be
recovered, the Commssion would require utilities to mtigate
stranded costs to the greatest extent possible. The Comm ssion
woul d devel op and i npl enent incentive or other mechani sns to
ensure utilities nmeet this requirenent.

Hstorically, utilities have had a I egal obligation to
provi de adequate and safe service, at just and reasonabl e rates,

to all persons w thin exclusive geographic service territories.

15The Comm ssion currently has a case pending before it
relating to the inposition of exit fees to recover stranded costs
fromself generators (Docket No. 96-187). Therefore, we express
no opi nion on the use of exit fees for this purpose at this tinmne.
The pendi ng case is expected to be conpl eted before our final
report is provided to the Legislature; we may discuss the use of
exit fees in that report.

' n our Order Commenci ng Rul emaking in Re: Recovery of
Stranded Cost Rul emaki ng, Docket No. 95-055 at 10 (Feb. 27,
1995), we stated that utilities, rather than custoners, woul d
bear the primary market risk of costs incurred in the future.
This was reaffirmed in our Oder Term nating Rul emaki ng, Docket
No. 95-055 at 3-4 (April 18, 1995). By this statement, we do not
mean to inply that utilities will not recover costs of buying out
or nodi fying existing power contracts.



The obligation to serve prohibited utilities fromrefusing to
serve any custoner and required utilities to have adequate
capacity to nmeet existing and future demand. The obligation to
serve in return for exclusive service territories is comonly
called the regulatory conpact. Industry restructuring would, in
effect, nodify this conpact. The question of recoverability of
stranded costs is whether, in a restructured industry, utilities
shoul d have an opportunity to recover costs prudently incurred in
fulfilling their obligations under the pre-existing regul atory

f r amewor k.

To satisfy their legal obligations, electric utilities
have invested capital in long-lived generation plants and entered
| ong-term power contracts. These commtnents were undertaken
pursuant to a regulatory structure which includes rules and
policies for the recovery of utility costs. The recovery in the
future of costs incurred under the existing regul atory franmework
shoul d be consistent with the rules and principals that existed
at that tinme the obligations were undertaken. |In a restructured
industry, governnment is allowing retail conpetition in what has
been (for the nost part) exclusive service territory of
utilities. 1t would be a violation of fundanental fairness, poor
public policy and perhaps unlawful for governnment to change the
rules of regulation and cost recovery in a way that precludes

recovery of



costs incurred by utilities under a previously existing set of
rules. ¥/

This does not inply that utilities are free of al
responsi bility for incurring uneconomc costs, or that utilities
are entitled to recover in full all uneconomc costs. The costs
nmost directly at issue in this draft, however, are those that
woul d be stranded prinarily by governnental action through the
relatively abrupt elimnation of exclusive service territories.
Costs that nmay be stranded by events other than industry
restructuring (e.g., self-generation, conpetition from other
fuels, discount pricing) raise different issues with respect to
utility cost recovery. The fundanental difference is that these
costs are not stranded as a direct result of governnental change
inregulatory rules, but by general economc forces. The
question of recovery of these costs should al so be based on sound
principals consistent with the risks and benefits of the existing
regul atory structure.

Uilities should have an opportunity to recover

stranded costs, not a guarantee. In addition, through stranded
cost determnations and regul ati on of the T&D conpani es,
utilities would be given strong incentives to mtigate these
costs. Finally, to the extent restructuring increases the

certainty of cost recovery relative to the existing structure,

"While not directly applicable, the recent United States
Suprene Court decisionin United States v. Wnstar Corp. ,
__US _ (July 1, 1996) suggests, at |east, that governnent
shoul d act responsibly in changing the "rules of the gane."



t he Comm ssi on woul d consi der reducing the anmount of recoverable
cost to reflect the reduction inrisk to the utilities.

C Deternm ni ng Stranded Costs

The Comm ssion woul d establish by January 2000,
estimates of strandable generation costs for each of Miine's
electric utilities. ¥ The Conm ssion woul d devel op these
estimates in the context of public proceedings in which al
st akehol ders may participate. The estinates woul d provi de the
basis for stranded cost charges to be effective as of the date of
retail access. The Comm ssion woul d re-exam ne and adj ust these
estimates and rel ated stranded cost charges prospectively during
the year 2002 or 2003 and again in 2006, after the utilities
conpl ete divestiture.

The Comm ssion woul d determ ne stranded costs
admnistratively. In establishing the |evel of stranded costs to
be recovered, the Comm ssion woul d consi der nmany factors
including, but not limted to: market valuations that becone
known as particular plants are divested and QF contract out put
rights sold; current and likely future regional market prices for
power; stranded cost determnations in other states in the
regi on; and opportunities and incentives to naxi mze the val ue

and mnimze the stranded costs of generation assets and

8pursuant to L.D. 1063, the Comm ssion is required to
provide a range of stranded cost estimates associated wth our
plan. W wll provide our initial estimtes, including
under | yi ng met hodol ogy and assunptions, to interested persons for
comrent before submtting our final report to the Legislature.



contracts.

For stranded costs associated with QF contracts, for
which the right to market the output would be put out to bid
periodi cally, the Comm ssion woul d re-exam ne the reasonabl eness
of the associ ated stranded cost estinates each tinme the right to
market the output of the Qs sold. |If warranted, the Conm ssion
coul d prospectively adjust stranded cost charges associated with
remai ni ng & contract obligations.

Periodically re-examning stranded cost estinates wl |
reduce the risk of establishing recovery levels that are grossly
too high or too low. The purpose is neither to guarantee
dol lar-for-dollar recovery, nor to reflect mnor fluctuations in
value. Any adjustnents to stranded cost charges resulting from
t hese periodi c re-examnations woul d be prospective. Stranded
cost recovery would not be reconciled or trued-up to reflect past
"actual " values. Such dollar-to-dollar reconciliation could
weaken incentives to mtigate stranded costs and del ay the
arrival of the benefits of conpetition.

D. Recovery Mechani sm

The stranded cost liability would reside with the
regul ated T&D conpani es and be collected as part of the regul ated
rates. These are costs related to obligations incurred by a
regul ated nonopoly utility. Thus, it is reasonable that they be
simlarly recovered. The alternative to placing stranded costs
with the T& conpani es woul d be for the costs to reside with the

conpetitive generation conpanies. Placing the costs with the



generation conpani es could distort the narket by creating a group
of conpani es with advantages or burdens neither available to nor
i nposed upon conpetitors.

The stranded cost charges woul d be inposed on al
custoners connected to the grid. The Comm ssion woul d determ ne
the specific |l evel and design of the charges in a rate structure
proceedi ng before 2000. Cenerally, stranded cost charges shoul d
be nonbypassabl e and desi gned to bal ance efficiency and equity
obj ecti ves and encourage choi ces anong conpetitive generation
options on the basis of economc costs. The Conmm ssion would
exam ne recovery mechani sns desi gned to recover stranded costs
t hrough charges that are | ess usage sensitive than per kW
charges, such as per maxi mum kWcharges or flat access charges.
The choice of any particular rate structure to recover stranded
costs will also depend on the nagnitude of the costs to be

recovered, and the period over which recovery wll occur.

| X.© REG ONAL | SSUES
A Overvi ew
Certai n i ssues cannot be resol ved effectively by Mine
as an individual State, but nust be addressed on a regional |evel
or before the Federal Energy Regul atory Comm ssion (FERC.) 19
These relate generally to the reliability of regional bul k power

and transm ssion systens, and the fair and efficient operation of

The termregional, as used herein, generally refers
to New Engl and.



the regional power market. The Conm ssion, through invol venent
with the New Engl and Conference of Public Wility Comm ssioners
(NECPUC), the New Engl and CGovernor's Conference, and with Mine's
electric utilities has been participating in the current efforts
to resolve these issues and we will continue to do so. This
section provides the Commssion's views of the key regional
I Ssues.

In the New Engl and regi on, power is already regularly
bought and sold in a whol esale narket. The rules of the New
Engl and Power Pool (NEPOQL), for the nost part, govern this
market. NEPQCL, which conprises nore than 100 utilities in the
region, has major responsibilities for planning and operating the
region's generation and transmssion facilities to ensure load is
served reliably and economcally. NEPOOL is organi zed and
operates according to an agreenent of the nenber conpanies and is
under FERC jurisdiction. Hstorically, NEPOOL's nenbership has
been limted to utilities, and its control domnated by the
| argest anong the nmenber utilities.

State Comm ssions have two formal ways to influence
NEPOOL: (1) state regul ation of the nenber conpanies wthin each
state's jurisdiction; and (2) participation in FERC proceedi ngs
either individually or with other New Engl and Comm ssions. In
addi tion, we nmay communi cate our views about various regi onal

issues to NEPOCL in less formal nmanners. VW will continue to



pursue informal and, if necessary, formal approaches to help
ensure that these regional issues are resol ved adequately.

B. Reliability

Maintaining the reliability of the electric power
systemis critically inportant. Restructuring should not be
allowed to result in a degradation of the reliability of the
regi onal power system The current industry standard for bul k
power systemreliability, set by the North Anerican Hectric
Reliability Council (NERC), is that there should be no nore than
one day in ten years that | oad cannot be served because of
i nadequat e transm ssion or generation resources. New Engl and
should maintain this level of systemreliability, at |east
through a transition period. There has been no denonstration
that this standard should be nodified or that nmarket forces coul d
solely determne adequate |levels of reliability. Al conpetitors
that provide power in Maine should be required to conformto the
reliability standards set for the region.

Traditionally, utilities in the region have cooperat ed
to maintain systemreliability by sharing infornmation on matters
such as potential |oad growh, systemconstraints, and
construction plans. The vertical nonopoly structure of the
industry has aided this cooperation. 1In a conpetitive
environnment, entities are likely to be less forthcomng with
information. This may put the reliability of the system at

increased risk. The Comm ssion will



work to ensure the creation of regional structures to nake
conpetition conpatible with systemreliability.

C Mar ket Functioni ng and Market Structures

1. | ndependent Syst em Qperat or (1 SO

The region's integrated bul k power systemrequires
an operator to ensure the coordination of generation and | oad.

I n New Engl and, the system operator oversees the generation and
transm ssion resources of all conpanies within NEPOOL to ensure
reliability criteria are met and the costs of serving the
aggregate pool load are mnimzed. Qurrently, the New Engl and
Power Exchange (NEPEX), an armof NEPOOL, perforns this function.
To the extent the systemoperation function is directly linked to
the financial interests of market participants (as is currently
the case), the tasks nmay not be perforned in a conpetitively
neutral manner.

Theref ore, the Conm ssion supports creating an | SO
with no financial interest in the success or failure of any
particul ar market participant. This view appears to be emnerging
as a consensus in the region, shared by regulators, non-utility
mar ket participants and NEPOOL's utility menbers. The Comm ssion
w |l continue to encourage the establishnent and inpl enentation
of an independent | SO

2. Transm ssi on _Access

A heal thy conpetitive market for generation
depends on the availability of transm ssion services at

non-di scrimnatory terns and prices. The FERC has nmade clear its



requirenents in this regard. There are ongoing efforts to
establish the framework and rules for a Regional Transm ssion
Goup (RTG in New England to inplenent the FERC s nandates. The
Comm ssion has been and will continue to participate in these
efforts and, if necessary, in related FERC proceedi ngs.

Because there are a nunber of separately owned
transm ssi on systens over which power flows in New Engl and, there
are difficult issues regarding how the region's transm ssion
servi ces should be admnistered and priced. Prices for
transm ssi on should be set to recover the transm ssion provider's
cost of service and to encourage the efficient use and expansi on,
if necessary, of the regional bul k power system Existing
pricing systens that discrimnate or otherwise artificially favor
t he purchase of power fromone generation unit above anot her
(e.g., Pool-planned Unit-EHV rates) should be phased out. The
Comm ssion will continue its effort to ensure that the rules and
prices governing transmssion in the region are consistent with
fair and efficient market conpetition and that they do not unduly
di sadvant age sellers or buyers in Mine.

3. Power Exchange

A conpetitive market may require the creation of
certain market structures to facilitate its operation and to
provide participants adequate informati on with which to nake
i nfornmed and econom c choices. In the energing nmarket, at | east
initially, a power exchange should be created to serve as a

mar ket cl eari ng mechani smand a provider of price information,



preferably in real tine. Participation in the power exchange
woul d be voluntary, and ot her power exchanges or simlar

nmechani sns coul d evol ve and either co-exist with or replace this
exchange. The power exchange could be part of the sane

organi zation that provides the | SO services, though sone have
suggested that the power exchange should be fully independent.

4. Covernance |ssues in NEPOOL Ref orm

An essential feature of any entity that controls
or influences how the regional nmarket will operate is meani ngful
and fair representation for all market participants. D scussions
are ongoi ng that would nodify the existing NEPOOL Agreenent to
attenpt to accommodate a nore conpetitive and open generation
market. Al though the NEPOOL Agreenent was recently anended to
al | ow pool nenbership for non-utility entities such as power
mar keters, brokers, and non-utility generators, this menbership
does not include any voting rights for these new nmenbers.
Because non-utility nmenbers currently |ack voting rights, the
formation and i npl enentati on of necessary changes to regi onal
structures coul d be del ayed, which could reduce or delay the
benefits of conpetition. The Comm ssion has participated in and
nmonitored the progress of NEPOCOL restructuring discussions thus
far, and will continue to work toward a systemthat provides
nmeani ngful and fair representation for non-utility narket

partici pants.



D. Hori zontal Mar ket Power St udy

There is a risk that certain nmarket participants wll
control a large enough share of the region's power supply to
allow themto exert undue influence over narket prices. In that
event, restructuring could di sadvant age consurers.

To the extent possible, care should be taken up front
to mnimze opportunities for horizontal narket power. Ex-post
anti-trust enforcenent is inadequate to address narket power
probl ens and coul d consune substantial resources of both narket
partici pants and governnent agencies. The Conmm ssion recomrends
that the Legislature direct appropriate state agencies, including
t he Comm ssion, to study regi onal power mnarket and recomrend
steps to mnimze nmarket power opportunities before the date of

retail access.



ATTACHVENT

PUBLI C UTI LI TIES COW SSI ON
Draft Pl an
El ectric Restructuring

RETAI L AGCCESS

* Al custoners in Mine would have the option to choose
alternative generation providers beginning in
January 2000.

* Al custoners would be permtted direct access to
generation providers.

* Qustoners could voluntarily aggregate in any nanner.

* Periodi c reviews woul d be conducted prior to 2000 to

resol ve inplenentati on i ssues, review progress in other
jurisdictions, and consi der any necessary changes to
the restructuring plan.

* Reci procity based on retail access in other states or
Canadi an provi nces would not be a condition in Mine.

| NDUSTRY STRUCTURE

* | nvestor-owned utilities would be required to
structurally separate generation by January 2000.

* | nvestor-owned utilities would be required to divest
all generation assets by January 2006 (further comrent
requested with respect to MPS).

* | nvestor-owned utilities would be required to transfer
right to market output of all QF contracts by
January 2000.

* By a date certain, investor-owned utilities would file
di vestiture plans for Conm ssion review and approval .

* Muni ci pal utilities and cooperatives would not be
subject to separation and divestiture requirenents.

* F contract legal obligations woul d be unaffected by
restructuring plan.

* & contract legal obligations would remain with T&D
conpani es.

* Mai ne Yankee decomm ssioning liability would be

collected in rates of T& conpany.

* T&D conpani es would remain regulated public utilities



periodi c

t he

with obligation to provide systemaccess within
pre-existing service territories.

T&D conpanies and their affiliates should not own
generation assets or produce and sell electric power
after January 2006.

Provi sion of generation services wuld not be regul ated
as a public utility service but would be subject to
limted Comm ssion oversight in specific areas.

STANDARD CFFER

*

*

Standard of fer service would be provided for those
custoners who do not choose an alternative generation
provider and for those custoners who cannot obtain
service on reasonable terns fromthe market.

Standard offer service would be provided through

conpetitive bids. Prior to a request for bids,
Comm ssion woul d determne the terns, requirenents,
and restrictions of the standard offer service.

The conpetitive bid process woul d be conducted by each
T&D conpany subject to Comm ssion review and approval .

The request for bids would contain a cap so that the
retail price for generation service conbined with the
regul ated rates of the T&D conpany w |l not exceed the
bundled rate for electricity prior to retail access.

If the event that the standard offer generation service
conbined with the regul ated rates of the T&D conpany
cannot be provided at or bel ow the bundled rate for
electricity prior to retail access, the Conm ssion
should reconsider the plan and tinetable for retai
access.

QUSTOVER PROTECTI ON

*

Credit, collection, and di sconnection rules of the T&D
conpani es woul d be subject to regulation by the
Cormm ssi on.

The Comm ssion woul d have authority to resol ve custoner
conplaints with respect the service of the T&D
conpani es.



T&D conpani es woul d not have authority to di sconnect
for non-paynent of charges for generation services from
conpetitive providers.

Oedit, collection, and di sconnection rules with
respect to the standard offer woul d be subject to
regul ati on by the Comm ssion.

The Comm ssion, at |east through a transition period,
woul d have limted oversight over generation providers,
including authority to resol ve specific types of

di sputes with respect to interactions wth custoners.

Unl ess specifically authorized by the terns of

Comm ssion rul es, upon term nation by generation
provi ders, service would continue uninterrupted from
the standard offer.

LOWN | NOOME ASSI STANCE

*

The Comm ssion recommends that the Legislature fund | ow
i ncone assi stance prograns through either the general
fund or a tax or a surcharge on all energy services.

In the event | ow incone assistance is not funded

t hrough taxes, |ow income prograns woul d continue to be
funded by ratepayers through the rates of the T&D
conpani es.

- Initial funding | evels would continue at a
conparable level to that existing at the tine
retail access commences. Funding |evels and the
terns of |owincone prograns will be subject to
Comm ssi on revi ew and approval .

- Al T&D conpani es woul d be required to provide
conpar abl e | ow i ncone assi stance prograns.

- Low i ncone assi stance prograns woul d be
adm ni stered by the T&D conpani es in consultation
with appropriate state and | ocal agenci es.

Participants in | ow incone prograns woul d not be
required to take service fromthe standard offer.



ENERGY PQALI CY AND THE ENVI RONVENT

Renewabl e sources

*

Al retail generation providers woul d be subject
to a mni numrenewabl e supply requirenent.

The Comm ssion woul d establish the m ni num
renewabl e requirenment by rule, subject to an
analysis of activities in other states in the
region and the potential inpacts on Mi ne.

CGeneration providers would be allowed to neet
m ni mum r enewabl e requirenments by obtai ni ng
credits that can be traded anong mnar ket
partici pants.

The m ni mum r enewabl e requi renment woul d be subj ect
to periodic review by the Comm ssion to determ ne
whet her it remai ns necessary or desirable.

Conservation and Load Managenent

*

Conservation and | oad managenent woul d be funded
through the rates of the T&D conpani es, at | east
through a transition period.

The initial funding | evel woul d be conparable to
the anount that is in the bundl ed rates of
electricity prior to retail access.

The conservati on and | oad nmanagenent prograns
woul d be provided through a periodic conpetitive
bi ddi ng process conducted by the T& conpani es and
subj ect to Conm ssion review and approval .

Siting and certification

*

The Comm ssion would maintain its existing
authority to review and approve the construction,
purchase, or sale of transm ssion capacity.

The construction of generating facilities woul d
not require Comm ssion review or approval or need
assessnent.

Envi ronnental ri sk

*

The Comm ssi on supports the application of air
em ssions standards that mnimze differentiation
bet ween ol d and new source generating plants to



avoi d uneconom c conpetitive advantages and
envi ronnment al damage resulting fromindustry
restructuring. The Commssion will work with
other states and federal agencies to acconplish
this goal

STRANDED GOSTS

* Wilities would be provided a reasonabl e opportunity,
conparabl e to that which exists under current
regul ation, to recover generation-related costs
stranded as a result of retail access.

* UWilities would be required to take all reasonabl e
steps to mtigate strandabl e costs.

* The Comm ssion woul d determ ne the generation-rel ated
stranded costs that exist as of January 2000. The
amount woul d be revi ewed and subject to adj ustment
until 2006. In 2006, the stranded costs associ ated
wi th generation assets would be fixed. The stranded
costs associated wth F contracts woul d be subject to
adj ustnent on a periodic basis until contract
termnation.

* The T&D conpany woul d have the stranded cost liability
and recover the costs through its regul ated rates.

* No generation costs or obligations incurred after
March, 1995 woul d be recovered through regul ated rates
as stranded costs.

* The Comm ssion woul d conduct a rate structure
proceedi ng prior to January 2000 to determ ne
economcal ly efficient and equitable rates for the
recovery of stranded costs.

REA ONAL | SSUES

* The Comm ssion endorses reforns to the governance of
NEPOCL that will allow fair and equal representation
for all market participants.

* The reformed NEPOCL should establish criteria to assure
that the NERC reliability standards are naintai ned.

* The Comm ssi on endorses the establishnent of an
| ndependent System Qperator to be responsible for the
day-to-day operations of the transm ssion system and
have no financial interest in transmssion, generation,
or market transactions.



The Comm ssi on endorses the establishment of power
exchange that can be either independent or part of the
reformed NEPOOL. Participation in the exchange shoul d
be voluntary. Bilateral contracts should be permtted.
After a transition period, the requirenment for a power
exchange may be term nated as nmarket mechani sns

devel op.



